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THE OUTLOOK FOR REAL ESTATE IN 1959 


from the recession we were experiencing earlier. The reversal of 
trend, starting in April, has been interpreted by some economists to be 
the beginning of another boom. 


T HE year 1958 closed with many indications of a remarkable recovery 


As I see it, the welcomed turnabout is no signal for expecting extraordi- 
nary events to begin, particularly in real estate. 


The general recovery still shows both positive and negative signs. On the 
plus side, production has been increasing rapidly, the Federal Reserve has 
shifted its policy from easy money toward restraint, prices have leveled off, 
and the general expansion seems to be broadly based and well balanced. 


Yet the recovery could generate renewed inflationary problems. The pre- 
vailing feeling in financial circles is dominated by apprehension of inflation 
even though the economy still has excess capacity sufficient to support a con- 
siderable advance before upward price pressures develop. 


Apprehensions of inflation have been fostered by a renewal of the wage-cost 
push in a recession, sustained Government deficits and other inflationary fac- 
tors threatening damage to our economy. Moreover, the fact that the down- 
ward business cycle was moderate and short-lived has led some to believe that 
deflation is a thing of the past and no longer a reason for caution. 


To sustaineconomic growth without inflation is not so easy as it may 
sound. The problem promises to be particularly difficult as we move into 
1959. Yet, if the United States is to achieve the economic expansion of which 
it is capable, it must demonstrate the fiscal sophistication necessary to 
support effective measures to keep inflation well within fixed limits. 


Facing the Treasury is the task of financing the officially estimated $12 
billion deficit. The solution will bear heavily on our ability to achieve econom- 
ic growth without inflation. 


Since the beginning of the current fiscal year public debt has increased 
$7 billion, reaching a new high of $283 billion. Its continued rise is ap- 
parent. Finding buyers for new long-term financing is part of the Treasury’s 
problem, and in 1959 about $49 billion of maturing Government securities will 
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have to be refinanced. 


So far, the Treasury has relied on short-term issues to meet the current 
deficit. Absorption of the new Treasury debt by nonbank subscribers was due 
largely to the fact that corporations were rebuilding their liquidity at the be- 
ginning of the business recovery. With reduced inventories and capital spend- 
ing down, the need for corporate funds declined. Simultaneously, increased 
levels of sales and profits generated a greater amount of cash on hand which 
found its way into short-term Government securities. 


This trend cannot continue indefinitely. If business activity is to continue 
rising, more funds will be needed to rebuild inventories and expand plant and 
equipment. When this point is reached, corporations will no longer provide a 
ready market for new Treasury debt as their own credit demands will compete 
with those of the Government. Furthermore, the Government securities they 
already hold will be disposed of on the open market as their working capital 
needs appear, bringing about a rise in interest rates along the way. 


Recent developments have enabled the Treasury to postpone some funda- 
mental decisions concerning its long-term financing. The postponement has 
been well received in view of the drop in bond prices last summer. But the 
result has been an increased number of Government securities reaching matu- 
rity. In the final analysis, the Treasury must either compete with other bor- 
rowers for a limited supply of funds, or resort to commercial bank financing. 
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A significant influence in the past, and one of the most important in the fu- 
ture, is the growing and changing age structure of the population. Since 1929 
our total population has increased 53 million, raising the present figure to 175 
million. According to Census Bureau projections, sometime between 1965 and 


1970 it will top 200 million and may range between 231 million and 272 million 
by 1980. 





It takes only a moment’s thought to realize the impact this will have on the 
future. Certainly in the long run it will be one of the factors influencing the 
volume of residential building. The rapid increase inthe number of 20-year- 
olds in the 1960’s, together with the rise in the older age brackets, will 
help to increase the demand for rental units above that which could be expected 
for the economic psychology prevailing at the time. However, the impending 
decline in the number of persons reaching 35 years of age each year (the aver- 
age age of home buyers), although it will have a dampening effect, will not af- 


fect new building as much as the economic climate and the availability of 
credit. 


In the meantime, new housing legislation will be introduced soon after 
Congress convenes on January 7, and a push for more “liberal” legislation will 
be made despite the generally improved picture in the housing industry. 


During November 1958 private housing starts totaled 100,000, the best 
record for November since 1954 and, on a seasonally adjusted basis, the high- 
est month this year. 
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Of the total private starts in November, 25,800 came under FHA inspec- 
tion, showing an increase of 72% over November 1957 but a substantial decline 
from October 1958. In that month FHA starts reached their highest level since 
August 1950. 


VA housing starts also dropped in November. Further reductions in Gov- 
ernment-assisted starts in the next few months are indicated by the downward 
trend of FHA applications and VA appraisal requests. 


The high dollar volume of expenditures for new private (as well as public) 
dwelling units in 1959 will reflect the increased number of units started late in 
1958. Private housing starts will continue high the first few months of 1959 
but will taper off thereafter, explaining the anticipated rise in expenditures 
while the increase in new dwelling units started will be moderate. Public 
housing will continue at about the same level. 


Expenditures will also reflect the expected rise in construction costs of 
units built. The number of apartment rental units being built shows signs of 
lessening after a 2-year boom and will probably continue to decline in 1959. 
Moreover, there will be less favorable mortgage terms in 1959. As builders 
use up their 1958 commitments for moderate-cost houses with Government- 
backed mortgages, the proportion of higher priced single-family houses coming 
into view will rise. 


Looking ahead, interest rates and tighter credit dominate the 1959 scene. 
Both industry and Government will be back in the market competing heavily 
against each other for limited amounts of money. 


The rising assets of savings institutions could provide a supply of funds 
for conventional mortgages. However, the higher equity requirement on con- 
ventional mortgages, together with the higher cost of borrowing money to buy 
or build, will discourage many prospective buyers in the immediate future. 


As a result, home builders will be looking more and more to the Govern- 
ment to lend support to a highly cyclical industry either through the Federal 
National Mortgage Association’s mortgage purchases at par or some other de- 
vious subsidy. 


With a decline in Government-backed mortgages, builders will exert as 
much pressure as possible to convince the 86th Congress that easier mortgage 
terms are seriously needed in order to maintain the current level of building. 


The decision of FHAofficials to issue mortgage commitments only to build- 
ers who have ready buyers will have little effect on housing starts. Large 
lending institutions are making promises to continue lending funds for FHA 
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mortgage loans and construction loans to builders. Insurance companies are | 
also making the same commitments. 


The Housing and Home Finance Agency is considering an FHA recommen- 
dation calling fora special rental housing program. The recommendation 
would enable the FHA to write mortgage insurance for multifamily housing of 
40 units or less with fewer controls than now apply to the regular FHA multi- 
family program. 


The recommended controls require the mortgagee to make provisions in 
the papers of incorporation for rent control, control over methods of operation, 
and designate the FHA Commissioner as a preferred stockholder. 


Furthermore, the FHA recommendation would change the ratio of loan to 
value from 90 per cent to 85 per cent. 


I can understand why these controls are necessary from the Government’s 
standpoint if it is to insure loans which would not be acceptable to a mortgage 
lender without insurance. This proves again the point which we have stressed 
many times in our reports -- that Government favors can never be granted 
without an element of control and a loss in freedom of action. 


If this plan is accepted by the Housing and Home Finance Agency it will 
have to be embodied in the Administration’s forthcoming request to Congress 
for new legislation. 24,000 


Trends of Housing Surplus 
In order to arrive ata trend of 


rental units we check the classified of Rental Units 
advertising columns in the news- 
papers in 50 cities, counting the 
number of advertisements of dwell- 
ings “for rent” and “wanted to rent.” 
.The number of “wanted to rent” is 
used toindicate the surplus or 
scarcity in the rental section of the 
housing market. 
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The chart showing trends of 
housing surplus of rental units indi- 
cates that during the past year the 
number of “for rent” ads has in- 
creased at a very rapid rate and the ne oF \ 
present number is much above what SHORTAGE TREND OF 
it was in 1950. Whenever we build "SURPLUS 
at a rate faster than the market can Puaenadhenoatoe 
absorb, we run the risk of the re- 


sulting surplus discount on prices. 
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While studying our long chart on real estate activity from 1871 to the pres- 
ent, a period of 88 years, I found that the number of years which have elapsed 
from the peak of a real estate activity boom to the bottom of the real estate ac- 
tivity readjustment period have been as follows: 





Peak of Lowest point of Period of 
real estate boom readjustment decline 


Apr. 1872 May 1878 6 yrs. imo. 
Sept. 1888 June 1898 9yrs. 9 mos. 
Feb. 1906 Nov. 1918 12 yrs. 9 mos. 
Oct. 1925 Nov. 1933 8 yrs. 1mo. 
May 1946 May 1958 12 yrs. 0Omo. 


From this table it would not be unreasonable to expect that the low point in 
the readjustment has been reached. Should this prove to be the case, how far 
off might the peak of the next real estate boom be? Again let us look at our 
long chart. The table below shows the length of the periods of rising activity 
from the bottom of the readjustment period to the peak of the succeeding boom. 


Lowest point of Peak of succeeding Period of 
readjustment real estate boom rise 


May 1878 Sept. 1888 10 yrs. 4 mos. 
June 1898 Feb. 1906 7yrs. 8mos. 
Nov. 1918 Oct. 1925 6 yrs. 11 mos. 
Nov. 1933 May 1946 12 yrs. 5 mos. 


This study of peaks and lows indicates that in the past it has always taken a 
period of years after reaching a low to rise to the top of the following boom. 
Whether in our partially managed economy this period can be shortened re- 
mains to be seen. Whether it can or not, it is a lot more fun riding up than it 
is riding down. 


Any significant increase in real estate activity depends a great deal upon 
terms of financing. With the prospect ofa further tightening in the money 
market, 1959 is likely to be another crucial year for mortgage lenders. 


Business activity has been improving but the continuance of its rise de- 
pends heavily on business spending for new plant and equipment in 1959. 


So far, plans are being made by business firms to spend ata rate of $30.5 
billion per year for plant and equipment in the first quarter. If, after the first 
quarter, capital expenditures continue at this rate, a boomlet ora full boom 
cannot be expected but we should experience a gradual increase in the 
economy. 
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The average real estate tax load per family is continuing its 14-year rise, 
with no prospect for relief in 1959. The $250.56 preliminary figure for 1958 
is $12.52 above the final 1957 average. 


A glance at the chart opposite shows the actual value and theoretical de- 
preciation of an 18-family apartment building built in different years. It is in- 
teresting to note that the actual value has exceeded the depreciated value in all 
years used with the exception of the period of the Great Depression and a short 
period in the early 1940’s. 


Furthermore, because of the depreciation allowance on income-producing 
real estate, the yield is more favorable than from most other types of invest- 
ments producing an equal amount of before-tax income. 


The maximum values of investment properties are very similar in their 
variations to the maximum values of the standardframe house. Likewise, 
rents which are the price of use reflect shortages and surpluses and changes 
in the value of the dollar. 


As I see it, despite rising taxes, real estate, whether by owning your own 
home or by owning income-producing property, is an excellent investment and 
a good hedge against inflation and the eroding dollar. 
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NEW CONSTRUCTION IN CONTINENTAL UNITED STATES 
1958 and Outlook for 1959 (Millions of dollars) 


Joint estimates of the Department of Labor and the Department of Commerce 


Type of construction 1958 1959 % change 


TOTAL NEW CONSTRUCTION , 800 92, 300 +7 


PRIVATE CONSTRUCTION «ee , 800 35, 200 +4 
Residential buildings (nonfarm) , 700 19,500 
New dwelling units , 300 15,000 
Additions and alterations , 780 3, 880 
Nonhousekeeping 620 620 
Nonresidential buildings (nonfarm) , 730 8,500 
Industrial , 460 2,080 
Commercial , 900 3,630 
Office buildings and warehouses ... . , 980 1,900 
Stores, restaurants, and garages ... , 970 1,730 
Other nonresidential buildings , 720 2,790 
Religious 865 950 
Educational 965 600 
Hospital and institutional 605 600 
Social and recreational 425 420 
Miscellaneous 260 220 
Farm construction , 600 1,600 
Public utilities 9,975 5, 400 
Railroad 300 325 
Telephone and telegraph 900 950 
Electric light and power , 290 2,100 
Gas , 750 1,625 
Other public utilities ... 375 400 
All other private 195 200 


PUBLIC CONSTRUCTION , 000 17, 100 
Residential buildings 1,125 
Nonresidential buildings 5,075 
Industrial 375 
Educational 3,000 
Hospital and institutional 475 
Administrative and service 750 
Other nonresidential buildings 475 
Military facilities 1, 400 
So. io i nt ee a Ole Oe ee eke 5 6,000 
Sewer and water systems , 1,520 
Public service enterprises 690 
Conservation and development ; 1,080 
All other public 210 





New construction omesiiinen in 1959 are cmanted 4 to rise $3. ) billion, or | 
7% above the estimated $48.8 billion for 1958. This increase would push 
spending past the $50 billion mark for the first time. 


Four-fifths of the total increase of $3.5 billion will be in private and public 
residential building and highways. 


Public construction will account for the major portion of the 1959 dollar 
increase. The anticipated $2.1 billion rise will bring the 1959 estimated total 
to $17.1 billion. About one-third of this will go for highway construction alone. 


A slight decline from the 1958 record of Capehart housing starts can be 
expected as cutbacks in armed services housing starts are probable. 


The total gain in private construction is expected to exceed the 1958 level 
by $1.4 billion. According to the Government’s forecast for 1959, private 
nonfarm residential construction will increase $1.8 billion, with all other pri- 
vate construction expected to decline about $400 million. 


The increase in private as well as public outlays in the first part of 1959 
reflects the continuation of the large number of units started late in 1958. 
The anticipated rise in building material and labor costs will somewhat offset 
the increase in dollar volume of construction. The physical volume of work put 
in place is expected to exceed the previous high in 1955 by 3%. 
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SUMMARY OF URBAN FORECASTS 


Insummarizing the 1959 nonfarm real estate outlook, those forecasts 
which seem most certain to happen appear at the top of the following list. 


Push for “liberal” housing legislation. 


Pressure on Fannie Mae to purchase Government-backed mortgages 


Further increase in real estate taxes. 

Building costs will increase moderately. 

Higher mortgage interest rates. 

Less favorable mortgage terms. 

Increase in real estate activity. 

Residential vacancy will increase slightly during the year. 


Decline in new apartment 
units built. 


Office Building 


priced single-family houses will Vacancy 
be built. 


10. Larger proportion of higher 


NATIONAL AVERAGE 


ll. Slight, but noticeable upturn 
in business activity. 


ent Vacancy 


12. Business firms spending 
more for plant and equipment, at 
least in the first quarter. 


Perc 


13. Rising prices, more infla- 
tion, loss in purchasing power. 


14. Increase in building expendi- 
tures for 1959, but Government fig- 
ures are overestimated. 
15. New nonfarm housing starts 
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Farm Values In The United States 
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Percentage Change In Dollar Value 
Of Farm Land By States 


PERCENTAGE CHANGE FROM NOV. 1957 TO NOV. 1958 
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The Government joined forces with nature to make 1958 a good year for 
farmers. Cutbacks in crop acreage, as a result of the acreage-allotment and 
price support programs, encourage them to acquire additional land with their 
allotments. Furthermore, farmers are ina more favorable financial position 
to purchase larger amounts of land from their savings. Consequently, prices 
for the limited available land for sale are being bid up, raising the estimated 
dollar value of farm real estate to $104. 84 per acre. 


The dollar value of total farm real estate was estimated to be $121.5 bil- 
lion on November 1, 1958. There was a gain in the last 4 months registered 
in all States but New York, Utah, and Idaho. Farm values in 1959 will prob- 
ably increase further. 


The outlook for farm income from agricultural sources is not so bright. 
Prices of farm products will show some decline, mostly because of lower hog 
prices. The elimination of Acreage Reserve payments and increased produc- 
tion costs will also reduce actual net income in the new year. 


Part of the loss will be offset by an expansion of the Conservation Reserve 
program and by an increase in wool incentive payments. Furthermore, the up- 
ward trend in income of farm people from nonfarm sources, interrupted by 
the general slump in business, will be resumed in 1959. 


Cash receipts from farm marketings in 1958, as asource for optimism, 
should be viewed with caution. The increase in last year’s totals can be traced 
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to a fortuitous combination of production trends and Government policies and 
not to any real solution of the farm problem. This problem in the long run can 
only be aggravated by Government intervention. 


This year’s crop support, soil bank, and other subsidies have boosted the 
taxpayers’ total investment in price-supported commodities from $5 billion in 
1957 to about $7 billion in 1958. 


Cash receipts from farm marketings will approach those of 1958. Re- 
ceipts from cotton could be larger because of possible expanded acreage per- 
mitted under the Agricultural Act of 1958. 


The outlook in meat supplies is somewhat uncertain. The ratio of corn to 
hogs has encouraged greater hog production. Increased pork supplies will de- 
press prices for pork products further through the year. Curtailed hog pro- 
duction will result. 


The cattle market presents a more complicated picture. Beef cattle are 
generally sold to breeders to enlarge their herds or to feeders to be fattened 
for slaughter. The consumer demand for beef will continue strong through the 
year but the supply will be reduced because of the declining population of cattle 
since 1956. 


Because of excellent grazing conditions and abundant feed supplies, cattle 
buyers have bid up the price of cattle for slaughter. With a drop in slaughter 
prices or an increase in feed costs, profits could rapidly be eliminated putting 
the cattle raiser ina tight spot. Thus, cattle producers have cause to worry 
in 1959 over the price-cost relationships of their cattle. 


As I see it, the farm problem in 1959 will continue to center around crop 
surpluses and finding a reasonable solution will rest heavily on the 86th Con- 


gress. 
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